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KEY ECONOMIC INDICATORS: HONG KONG 


Values in US$ millions at e Exchange Ra 
current prices unless an. -Mar. us$1. - = KS 7.793 1982 Jan.-Dec. US$1 = HK$ 6.070 
a Jan.-Dec. US$1 = K$ 7.273 1981 Jan.-Dec. US$1 = HK$ 5.566 


(#) ‘ 
GOP @ Constant 1980 Prices ($ Bil) (#) 27.0 
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FOREIGN TRADE 
——e (FAS) 


TRADE WITH U.S. 1983: 

8: its 2,221.9 Imports: Elec. Machinery, Apparatus 
Plastic Toys & Dolls 403.5 Office Machines & Computers 
Electrical Machinery 612.6 Fruit & Vegetables 
Watches & Clocks 423.3 Petroleum Products 
Office Machines & Computers 501.9 Gems 
Radio Receivers 167.8 Plastic Materials 
Textile yarn, fabrics 144.0 Metal Manufactures 

* Provisional estimates 
** Preliminary estimates 
wk Computed from HK$ figures 
Notes: 

The HKG adopted a new method of estimating the GDP in 1983, and all Jame 
ee ee eee For this reason, these f. 

eseelt Aaclims in te GP fame en WES ane Get Bs 

and). Apparent declines in the 981-83 are the result of 
conversion to U.S. dollars, in the ie 0 of the depreciation of the Hong Kong 
dollar . 





SUMMARY AND OUTLOOK 


The Hong Kong economy seyontaneee an accelerating export-led 
economic recovery in 1983. This was particularly noticeable in 
the last three quarters of the year. For 1983 as a whole, the 
real growth rate of domestic exports 14.3 percent. This 
largely reflected the strong economic recovery in the United 
States - which remains Hong Kong's major market - and the 
improvement in the economic performance of several other major 
western export markets. Given the strong external demand, the 
Hong Kong economy achieved an overall 5.9 percent real growth 
rate of the gross domestic product in 1983. 


There was also a recovery in private consumption expenditure in 
the second half of 1983, which enjoyed a real growth rate for 
the whole year as a whole of 9 percent. Some sectors remained 
depressed, especially building and construction where a fall of 
13 percent in real output in 1983 occurred. There were signs 
towards the end of 1983 that the slump in some sectors of the 
property market might be bottoming out and that investment in 
plant and machinery had begun to recover in the fourth quarter 
of the year. However, there was a fall of 8 percent in real 
terms in private investment expenditure for the year as a whole. 


Restrained by budget deficits, the growth rate of public sector 
expenditure on both consumption and capital accounts was lower 


in 1983 than in earlier years, reaching only 4 percent in real 
terms. 


Hong Kong's accelerating growth rate in 1983 resulted in marked 
improvements in both the unemployment and underemployment 
rates. The seasonally adjusted unemployment rate fell from its 
recessionary peak of 5.1 percent in the first quarter of 1983 
to 4.1 percent in the fourth quarter. The underemployment rate 
fell from 2.5 percent in the first quarter of the year to 1.4 
percent in the fourth quarter. 


Although the Hong Kong economy showed a number of encouraging 
developments as a result of export growth in 1983, there still 
remain substantial problem areas in inflation aggravated by the 
depreciation of the Hong Kong dollar, and the depressed 
property market. Following the sharp depreciation of the Hong 
Kong dollar in September, 1983, inflation in Hong Kong 
accelerated to about 11.9 percent in the fourth quarter of the 
year, pushing the average rate for 1983 as a whole to 10 
percent. 


The Hong Kong property market remained lackluster and showed 
virtually no signs of revival during 1983, except for small 
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residential flats, for which demand remained fairly buoyant. 
There is in general terms an over-supply of finished property. 
Demand has been constrained by slower growth in personal 
incomes and wealth during 1983 because of the recession and by 
the prevailing anxiety about the political future of Hong 

Kong. Consequently, property prices and rental costs in Hong 
Kong for commercial and industrial property have now fallen to 
a level which places Hong Kong in a highly competitive position 
in comparison with other major cities. This should be 
attractive to both foreign and domestic investors. 


The financial sector in Hong Kong experienced considerable 
jitters in the first three quarters of 1983. Some of the 
deposit-taking companies experienced difficulties caused by the 
depressed state of the Hong Kong property market, coupled with 
an outflow of short-term deposits from DTCs to banks caused by 
Hong Kong Government regulatory policies. 


The most notable example of a financial institution in 
difficulty was the Hang Lung Bank, which was taken over by the 
Hong Kong Government in the second half of 1983. The stated 
purpose for this move was to avoid the possibility of an 
unstable situation developing in the banking sector and to 
protect depositors from any losses. 


The weak property market also affected non-financial 
institutions. A number of highly-leveraged and 
property-connected companies went bankrupt and many others 
suffered weakened financial situations during 1983. The most 
dramatic failure was that of the Carrian Group, which 
represented the largest bankruptcy in Hong Kong's history and 
resulted in the arrest of the company's chairman for fraud. 
Responding, in part, to revelations of massive fraud at 
Carrian, the Hong Kong Government announced that it would 
introduce tighter disclosure rules for publicly-owned companies 
over the next 3 years. 


The United States remains Hong Kong's largest economic 
partner. According to government estimates, the United States 
is the major direct foreign investor in Hong Kong's 
manufacturing sector, with 47 percent of total foreign 
investment, followed by Japan with 30 percent. Hong Kong's 
total two-way trade with the United States in 1983 was US$8.96 
billion, an increase of 12 percent compared with 1982. At 
US$3.83 billion, the bilateral trade imbalance in 1983 was 24 
percent higher than that of 1982. 


Best prospects for U.S. exports to Hong Kong include electronic 
industry production and testing equipment and supplies, 
security and safety equipment, packaging equipment and 
materials, health care equipment, sophisticated electronic 
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components, consumer products - food, apparel, home 
furnishings, home appliances, etc., and building hardware and 
supplies. 


The overall outlook for the Hong Kong economy for the next year 
is bright, barring any major political upheavals. The 
manufacturing industries are expected to continue strong 
export-led growth. Service industries will also enjoy solid 
growth, benefitting from the world-wide expansion of trade now 
underway. Tourism, stimulated by international attention to 
Hong Kong in the light of the 1997 issue, is likely to continue 
to grow. While weakness is likely to persist in some important 
sectors of the property market, and this will continue to exert 
a negative influence on the stock market, it will also mean 
lower rents for commercial, industrial and residential 
premises, which will aid Hong Kong's efforts to attract new 
industries. 


On the other hand, while Hong Kong expects continued export-led 
growth for 1984, it is important not to overlook the 
vulnerability of the Hong Kong economy to sudden external 
shocks. Confidence in the future is likely to continue to be 
vulnerable to these shocks, and considerable volatility in 
sensitive equity markets can be expected to continue. 


The following table contains the official Hong Kong Government 
forecasts of key indicators for 1984. 


KEY ECONOMIC INDICATORS 
1983 (P ECAST 
n real terms in percentage 


1983** 


Total Exports of Goods +14.7 
Domestic Exports +14.3 
Re-exports 


Imports of Goods 

Exports less Imports of Services 
Increase in Stocks 

Gross Domestic Product (GDP) 

Per Capita GDP (HK$) 

Real Income 

Per Capita Real Income 

GDP Deflator 

Consumer Price Index (A) 
Unemployment Rate 
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Source: 1984 Economic Prospects 


Notes : ** : Preliminary estimates 
+ : Forecast 
N.A.: Not available 


CURRENT ECONOMIC SITUATION AND TRENDS 


IMPETUS FOR ECONOMIC GROWTH: The Hong Kong economy experienced 
a strong export-led economic recovery, beginning in the second 
quarter of 1983. The export sector showed an impressive growth 
rate, stemming mainly from the strong economic recovery in the 
United States and the improvement in the economic performance 
of several other western export markets. At constant (1980) 
prices, the revised preliminary estimate of the gross domestic 
product is US$25,953 million in 1983, indicating a growth rate 
of 5.9 percent in real terms over the previous year. (It 
should be noted that the Hong Kong Government's estimate of GDP 
for prior years was revised upwards by 17 percent, because of a 
change in the method for calculating the aggregates. This did 
not represent an increase in the GDP ivecit, but rather 
capturing of economic activity that had been missed when 
calculating the GDP according to the previous method.) 


Private consumption expenditure picked up rapidly in the second 
half of 1983, resulting in a real growth rate of 9 percent for 
the year, which was substantially higher than the 4 percent in 
1982. Although the depressed stock and property markets 
continued to exert a negative influence on wealth, the general 
improvement in economic activity was sufficient to stimulate 
consumer spending during the latter part of 1983. 


The real growth rate of government consumption expenditure at 4 
percent in 1983 was lower than the 5 percent in 1982 and 21 
percent in 1981, reflecting the government's aim of restraining 
the growth rate of public spending. 


The growth rate of investment, measured in terms of gross 
domestic fixed capital formation, declined by 7 percent in real 
terms in 1983 compared with a decline of 2 percent in 1982. 
Overall expenditure on building and construction (including 
civil engineering) decreased by 6 percent in real terms, with 
expenditure by the private sector falling by 13 percent. In 
view of the depressed state of the property market, some 
private developers have rescheduled, altered or cancelled their 
building programs, even in relation to projects already 
underway, with the result that the output for 1983 as a whole 
was considerably lower than expected early in the year. 
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Expenditure on building and construction by the public sector 
(defined to include the Mass Transit Railway Corporation), on 
the other hand, increased by 4 percent in real terms in 1983. 
Investment in plant and machinery registered a decline of l 
percent in real terms during the year. 


OUTLOOK FOR ECONOMIC GROWTH: It is likely that the performance 
of the Hong Kong economy for 1984 will again primarily be 
export-led, although the export sector will grow at a somewhat 
slower rate. A number of factors suggest that the Hong Kong 
economy would be likely to benefit in proportion to the growth 
rate of the U.S. economy. Given the strong export performance 
achieved in Hong Kong in 1983 and expected for 1984, the Hong 
Kong Government has forecast real growth rate of the gross 
domestic product for 1984 to be slightly above 6 percent. 


FOREIGN TRADE 


Hong Kong's exports are divided into domestic exports (goods 
manufactured in Hong Kong) and re-exports (goods for which Hong 
Kong is only an entrepot or transfer point). 


DOMESTIC EXPORTS: The real growth rate of domestic exports of 
Hong Kong showed an impressive recovery, accelerating sharply 
during the course of 1983 from 3 percent in real terms in the 
first quarter to 14 percent in the second quarter, 18 percent 
in the third quarter and an estimated 20 percent in the fourth 
quarter. Taking 1983 as a whole, domestic exports grew by 14.3 
percent in real terms. This was in sharp contrast to the 
situation in 1982 when domestic exports fell. 


The satisfactory performance of the domestic export sector in 
1983 can largely be attributed to two factors. First, the 
stronger-than-expected economic recovery of the U.S. economy - 
by far the largely export market for Hong Kong - showed a 
significant rebound during 1983. Secondly, the 20 percent 
depreciation of the Hong Kong dollar during the first nine 
months of 1983 enhanced the price competitiveness of Hong 
Kong's exports in world markets. 


The value of domestic exports was 25.7 percent higher than the 
US$13,679 million in 1982, although because of the depreciation 
of the Hong Kong dollar, when quoted in U.S. dollars, total 
export value rose more slowly, to US$14,355 million. On the 
basis of trade indexes available up to November 1983, the Hong 
Kong Government estimated that the growth rate of domestic 
exports in real terms in 1983 was 14.3 percent. 
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PROSPECTS FOR DOMESTIC EXPORTS: The prospects for Hong Kong's 
domestic exports for 1984 depend, to a large extent, on the 
world economic situation. Growth is likely to be more rapid in 
the first half of 1984. Latest provisional trade figures show 
that the value of domestic exports was US$875 million in 
February, 1984 compared to US$766 million in February, 1983 - a 
22.5 percent increase over the same month a year ago. This 
trend is consistent with the optimistic outlook on Hong Kong's 
export performance for 1984 expressed by a cross-section of 
manufacturers surveyed by the H.K. Government Census and 
Statistics Department at the end of 1983. 


Domestic exports for 1984 are forecast to reach US$11,598 
million. This represents a growth rate of 10 percent in real 
terms (even though the Hong Kong dollar's depreciation produces 
an apparent decline when these data are converted to U.S. 
dollars). Should consumer demand in Hong Kong's major export 
markets recover more strongly than expected, this projected 
growth rate might proved to be conservative. 


DOMESTIC EXPORTS TO MAIN MARKETS: Domestic exports to the 
United States - the largest export market for Hong Kong - 
recovered strongly in 1983. At US$6,023 million at current 
market prices, this market absorbed 42 percent of total 
domestic exports in 1983. The strong economic recovery in the 
United States plus the depreciation of the Hong Kong dollar 
against the U.S. dollar during the year helped to boost Hong 
Kong's exports to the United States. 


In 1983, Hong Kong's other major export markets included the 
United Kingdom (US$1,174 million or 8 percent of total domestic 
exports), F.R. Germany (US$1,106 million or 8 percent ), China 
(US$856 million or 6 percent), Japan (US$538 million or 4 
percent), Canada (US$513 million or 4 percent), Australia 
(US$402 million or 3 percent), and Singapore (US$306 million or 
2 percent). Sales to the rest of the world reached US$3,438 
million or 23 percent. 


China's share of Hong Kong's domestic exports has more than 
doubled since the first half of 1980 when shipments to China 
eeecevested only 2.2 percent of total domestic exports. In 
1983, China's share reached 6 percent. Joint venture 
activities in compensation trade and processing arrangements 
between China and Hong Kong have contributed to the rapid 
growth of Hong Kong's domestic exports to China. At present, 
domestic exports to this market include raw materials and 
semi-manufacturers, notably in textile yarn and fabrics. The 
value of Hong Kong's domestic exports to China in 1983 amounted 
to US$856 million at current market prices. 
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DOMESTIC EXPORTS BY MAIN COMMODITY GROUPS: The traditional 
dominance of textiles and clothing among Hong Kong's domestic 
exports continues. The textile and clothing sector had a 40 
percent share of Hong Kong's total export value in 1983. The 
value of domestic exports of textiles and clothing totalled 
US$5,699 million at current market prices in 1983, compared 
— US$5,581 million in 1982 - representing a 22.4 percent 
ncrease. 


Among other major product categories for Hong Kong's domestic 
exports in 1983 were electronic products (valued at US$2,548 
million -- an 18 percent share), watches and clocks (valued at 
US$1,178 million -- an 8 percent share) and household 
electrical appliances (valued at US$1,128 million - an 8 
percent share). The real export value growth rate of these 
products increased rapidly in 1983, by roughly 16 percent on 
average, while domestic exports of footwear and radios declined 
during the year. 


RE-EXPORTS 


Hong Kong's entrepot trade showed an impressive recovery in 
1983. The value of re-exports, at US$7,740 million at current 
market prices in 1983, was 27 percent higher than in 1982. 
Trade indexes available up to November, 1983 suggest that a 
portion of this growth was the result of an estimated price 


increase of 10 percent. Real growth was therefore 
approximately 15.3 percent, against the 3 percent decline in 
1982. Since a sustained worldwide economic recovery in 1984 
should stimulate re-exports, particularly within the East Asian 
region, it is reasonable to expect a slightly higher real 
re-export growth rate of 16 percent for 1984. 


RE-EXPORTS TO MAIN MARKETS: China remained the largest market 
for Hong Kong's re-exports in 1983. The value of re-exports 
through Hong Kong to China at US$1,675 million in 1983 (at 
current market prices) accounted for 22 percent of the total 
value of ex-exports, followed by the United States. (US$1,104 
million or 14 percent), Singapore (US$622 million or 8 
percent), Indonesia (US$534 million or 7 percent), Taiwan 
(US$475 million or 6 percent), Japan (US$437 million or 6 
percent) and the rest of the world (US$2,894 million or 37 
percent). 


COUNTRIES OF ORIGIN OF RE-EXPORTS: Again, China remained the 
most important source of goods re-exported through Hong Kong in 
1983. he value of re-exports from China in 1989 was fis$2 06 
million which accounted for 35 percent of the total value of 
re-exports, followed by Japan (US$1,599 million or 21 percent), 
the United States (US$830 million or 11 percent), Taiwan 
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(US$354 million or 4 percent), the Republic of Korea (US$187 


million or 2 percent) and the rest of the world (US$2,064 
million or 27 percent). 


RE-EXPORTS BY MAJOR COMMODITY GROUPS: Goods re-exported through 
Hong Kong in 1983 consisted mainly of consumer goods (41 
percent of total re-exports), and raw materials and 
semi-manufacturers (38 percent). The principal commodities 
re-exported to major markets through Hong Kong were textiles - 
mainly textile yarn and fabrics and textile made-up articles 
(US$1,075 million), clothing (US$618 million), electrical 
machinery, apparatus and appliances (US$678 million), 


photographic apparatus, equipment, supplies and optical goods, 
watches and clocks (US$585 million). 


In the China trade in particular, textile yarn, fabrics and 
made-up articles, industrial and electrical machinery, 
telecommunication and sound recording apparatus and office 
machines and automatic data processing equipment were the major 


categories of products shipped through Hong Kong to China in 
1983. 


IMPORTS 


Imports to Hong Kong also resumed strong growth in 1983. The 
value of imports totalled US$23,122 million (at current market 
prices) in 1983. Trade indexes available up to November, 1983 
indicate that there was an increase of about 12 percent in 
prices, implying a rate of growth of imports of about 10 
percent in real terms in 1983, against the 3 percent drop in 
1982. The growth of imports in 1983 was mainly attributable to 
the substantial increase in imports of raw materials and 
semi-manufactures. Given the expected increase in consumer 
demand in the Hong Kong economy as recovery continues, the 


forecast real growth rate of imports 1984 is slightly higher at 
1l percent. 


IMPORTS FROM MAIN SUPPLIERS: China remained the principal 
supplier of Hong Kong's imports, providing US$5,888 million or 
24 percent share of the total value of imports, followed by 
Japan (US$5,546 million or 23 percent), the United States 
(US$2,637 million or 11 percent), Taiwan (US$1,712 million or 7 
percent), Singapore (US$1,441 million or 6 percent), United 
Kingdom (US$1,025 million or 4 percent) and the rest of the 
world (US$5,874 million or 25 percent). 


IMPORTS FROM THE UNITED STATES: The United States remained Hong 
aoe * third a supplier of imports in 1983, with sales 
n 


rising from a value of US$2,547 million in 1982 to US$2,637 
million in 1983. Most of Hong Kong's imports from the United 
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States (about 70 percent) are retained rather than re-exported 
to other countries, unlike imports from China of which about 
one-half are re-exported. The principal commodities imported 
from the United States into Hong Kong in 1983 were electrical 
machinery, transport equipment, petroleum products, office 
machines, scientific instruments, computers and foodstuffs. 


IMPORTS BY END-USE: Hong Kong is almost entirely dependent on 
imported resources to meet the needs of its population and its 
diversified industries. In 1983, Hong Kong's imports of raw 
materials and semi-manufactures (mainly man-made fibers, 
transistors, diodes, semi-conductors and integrated circuits, 
woven cotton fabrics, iron and steel, watch and clock 
movements, cases and parts and plastic moulding materials) 
totalled US$10,348 million, or 43 percent of the value of total 
imports. This represented an increase of about 20 percent in 
real terms. In this category, highest growth was reached in 
imports of textile yarn, silk fabrics and electronic 
components, consistent with the encouraging performance of the 
textiles/clothing/and electronics industries. 


Imports of consumer goods (mainly clothing, radios, television 
receivers, record players, records, eaplitiice and tape 
recorders, diamonds, watches and medicinal and pharmaceutical 
products), were valued at US$6,415 million at current market 


prices in 1983 and constituted 27 percent by value of total 
imports. 


Imports of capital goods (mainly electrical machinery, 
transport equipment, office machines, electronic components and 
parts for computers and industrial machinery other than 
electrical and textile machinery) amounted to US$3,099 million 
in 1983, or 13 percent of total imports. 


Imports of foodstuffs (mainly fish and fish preparations, meat 
and meat preparations, fruits and vegetables) were valued at 
US$2,713 million in 1983, constituting 11 percent of total 
imports. 


Imports of fuels (mainly lubricants and related minerals) were 
valued at US$1,547 million in 1983, or 6 percent of total 
imports. 


BALANCE OF TRADE: As the growth rate of the value of total 

exports (domestic exports plus re-exports) at 26 percent rose 

faster than that of imports 623 percent) in money terms in 

1983, the visible trade gap (the proportion of the value of 

imports not covered at receipts from total exports) narrowed 
2 


significantly from US$2,555 million in 1982, to US$2,027 
million in 1983. 





INVISIBLE TRADE: Hong Kong's trade deficit is usually offset 
partly by a net surplus on invisible export earnings, which 
consist mainly of receipts from tourism, transportation and 
financial services. The tourism industry is the third largest 
dollar-earner in Hong Kong. The number of incoming tourists to 
the territory in 1983 was 2.775 million, of whom almost half a 
million come from the U.S. tourists brought in US$1,400 million 
during the year, a gain that was encouraged by the depreciation 
of the Hong Kong dollar. The continued growth in cargo 
movements and increased use of sea and air transportation 
services also helped boost invisible earnings. 


A rough estimate based on preliminary information obtained from 
a selection of establishments engaged in invisibles trade 
suggest that the invisibles trade surplus in Hong Kong in 1983 
was probably in the region of US$1,437 million. The overall 
deficit on visible and invisibles trade was, therefore, 
probably in the region of US$747 million at current market 
prices in 1983. 


LABOR AND PRICES 


UNEMPLOYMENT AND WAGES: Following the significant recovery of 
the export sector of Hong Kong in 1983, the demand for labor 
also increased. The unemployment situation, which had 
deteriorated from the second quarter of 1982 up to the first 
quarter 1983, improved during the rest of 1983. The seasonally 
adjusted unemployment rate fell from its peak of 5.1 percent in 
the first quarter of 1983 to 4.4 percent in the second quarter, 
3.8 percent in the third quarter, and 4.1 percent in the fourth 
quarter. Latest statistics show that the seasonally adjusted 
unemployment rate for December, 1983 to February, 1984 was 4 
percent. The underemployment situation (employed persons who 
worked less than 35 hours are considered as underemployed if 
they were seeking more work) also improved during 1983, falling 
from 2.5 percent in the first quarter to 1.9 percent in second 
quarter and 1.6 percent in the third quarter, and finally to 
1.4 percent of the labor force in the fourth quarter. Latest 
statistics show that the underemployment rate for December, 
1983 to February, 1984 was 1.6 percent. 


As the influx of illegal immigrants has subsided, the size of 
the population of working age and the labor force participation 
rate became the major factors affecting the growth rate of 
labor supply. At the end of 1983, the population of Hong Kong 
(excluding Vietnamese refugees) was 5.33 million, representin 
an annual growth rate of 1.1 percent over 1982, as against 1. 
percent in 1981-1982. The working age population (about 2.54 
million) grew at a 1.6 percent rate in 1983. Since the labor 
force participation rate remained relatively stable at 64.6 
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percent in the fourth quarter of 1983, changes in the working 
age population in Hong Kong in 1983 became the major factor 
contributing to the increase in labor supply. From 1980 
onwards, as the economy expanded in almost all sectors, there 
was a relative shift in the distribution of employment from the 
manufacturing to the tertiary sectors (engaged in finance, 
insurance, real estate and business services). 


In 1983, wage growth was slowed by the lingering depressing 
effect of the economic recession. In 12 months ending in 
September 1983, payroll per person rose in money terms by 9.1 
percent in the manufacturing sector, 3.2 percent in the 
construction sector and 12.5 percent in the tertiary sectors. 
This compares with 14.5 percent, 12.9 percent and 15.6 percent 
(respectively) in the corresponding sectors for the comparable 
period in 1982. It should be noted that as a result of the 
depreciation of the Hong Kong dollar, wages in U.S. dollar 


terms in September 1983 were actually below their year-earlier 
levels. 


OUTLOOK FOR EMPLOYMENT AND WAGES: The Hong Kong labor force is 
forecast to grow by about Z percent for 1984. The predicted 6 
percent real growth rate of the gross domestic product for 1984 
implies that there would be enough new job opportunities 
created to reduce the unemployment and underemployment rates 
slightly if the growth rate of productivity - defined as output 
per worker - remains moderate (as seems likely). Nominal wage 


increases for the manufacturing, construction and tertiary 


sectors for 1984 are expected to grow by rates similar to those 
in 1983. 


PRICE INDEXES: Reflecting the current slump in the property 
market, prices for property and rentals declined further in 
Hong Kong during 1983 as a result of a general lack of buying 
interest. However, there were some signs that this trend was 
levelling off towards the end of the year. 


The depreciation of the Hong Kong dollar, arising from a 
general lack of confidence and concern over the political and 
economic future of Hong Kong, pushed inflation higher during 
1983. By the end of the year, much of the impact of the 
depreciation on the prices of imports was working its way 
through to the retail level. For this reason, the rate of 
increase in consumer prices picked up in the fourth quarter of 
1983. For the year as a whole, the rate of increase in 
consumer prices averaged 10 percent, slightly lower than the 
10.6 percent in 1982. The average figure for the 6 months 
ending February, 1984, however, was 11.8 percent, thus clearly 
indicating the effects of the inflationary surge caused by the 
depreciation of the Hong Kong dollar. 
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OUTLOOK FOR INFLATION: While the rising pace of economic 
activity in Hong Kong has exerted some upward pressure on the 
general level of prices, the most important influence on prices 
in 1983 was undoubtedly the depreciation of the Hong Kong 
dollar during the first nine months of the year. 


As a result of the financial crisis, the Hong Kong Government 
linked the Hong Kong dollar to the U.S. dollar at the exchange 
rate of 7.8 to 1. The new system will in all probability lead 
to a decline in Hong Kong's inflation rate to a level near that 
of the United States. However, increased inflation could 
result from two eventualities: A) If the U.S.dollar were to 
decline substantially, the Hong Kong dollar would follow it 
down if the link is maintained, thus sharply increasing the 
import prices of basic raw materials and foodstuffs. a 28 
estimated that a 10 percent decline in the U.S. dollar would 
result in a 2-3 percent increase in the Hong Kong inflation 
rate.) B) If there were sustained speculation that the Hong 
Kong dollar will be revalued, the inflow of currency into Hong 
Kong would inflate the monetary base, potentially leading 
(after a time lag) to higher price inflation. In fact, in 
early 1984 there was a substantial inflow of "hot money" into 
Hong Kong, which could have had an inflationary impact on the 
Hong Kong economy if it had persisted. However, it was 
reversed after the speculative wave subsided. 


In 1984, some residual inflation from the prior year's 


depreciation will continue to affect Hong Kong. On the other 
hand, the present depressed state of the property market will 
continue to exert a restraining force on prices for property 
and rental costs, particularly in the commercial office space 
and "luxury" housing markets. 


On balance, inflation in Hong Kong is expected to run at about 
11-12 percent for the opening months if 1984, and to trend down 
slightly at the end of the year. Thus, for 1984 as a whole, 
the Government's Consumer Price Index (A), is expected to 
increase in the range of 8-9 percent. 


THE FINANCIAL SECTOR 


MONEY SUPPLY: Hong Kong dollar deposits with banks and 
deposit-taking companies fell from HK$135,384 million in 1982 
to HK$133,627 million in the third quarter of 1983, but 
recovered sharply to HK$153,401 million in the fourth quarter 
of 1983. For 1983 as a whole, the increase was 13.3 percent. 
The contraction during the first nine months appeared to be due 
to lack of confidence in the exchange rate as well as to the 
differential tax treatment of interest on Hong Kong dollar and 
foreign currency deposits. The latest monetary statistics show 
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that Hong Kong dollar deposits continued to grow by 6.5 percent 
to HK$171,762 million in February, 1984 following a 5.1 percent 
increase in the previous month. In contrast, foreign currency 
deposits rose by almost 50 percent during the first nine months 
of 1983, but fell by 5.4 percent in the fourth quarter of 

1983. For 1983 as a whole, the increase was 40.7 percent. As 
at the end of 1983, foreign currency deposits stood at 
US$19,091 million. 


The sharp reversal of the deposit trends in the fall of 1983 
was a clear indication of the success of the Government's 
currency reforms in restoring a measure of confidence in the 
Hong Kong dollar. The apparent shift from foreign currency 
deposits to Hong Kong dollar deposits towards the end of 1983 
also indicated that some foreign currency swap deposits were 
probably redenominated in Hong Kong dollars once the tax 
advantage of holding foreign currency deposits for the public 
disappeared. Influenced by this behavior of Hong Kong dollar 
deposits, the Hong Kong dollar money supply (broadly 
defined--M3) grew by 12.6 percent during 1983. 


BANKING AND DEPOSIT-TAKING ACTIVITIES: Meanwhile, Hong Kong 
continued to consolidate its position as the third largest 
international financial center, following New York and London. 
Foreign currency deposits rose by almost 50 percent during the 
first 3 quarters of 1983, but fell during the last quarter, to 
record an increase for the year as a whole of 41 percent. At 


the end of 1983, foreign currency deposits stood at US$19,091 
million. 


In total, the monetary sector comprised 485 deposit-taking 
institutions at the end of 1983. The total liabilities of all 
deposit-taking institutions grew by 29 percent over the year to 
register US$153 billion at the end of 1983. Five bank licenses 


were — during 1983, bringing the number of licensed banks 


to 13 The end of December, 1983, there were 92 foreign 
banks, 31 local Chinese banks and 13 mainland Chinese banks. 
They maintained a total of 1,397 branches holding US$32,981 
million in deposits. 


During 1983, 9 deposit-taking company licences were granted and 
1 was revoked in response to a request by the company itself, 


a the number of licensed deposit-taking companies (DTCs) 
to 30. 


The number of registered deposit-taking companies fell by 24 to 
319 during 1983. Thirteen moved up to licensed status, 21 had 
their reelevra@iien revoked by the Commissioner of 
Deposit-taking Companies (a number at their own request) and 
there were 10 new registrations. The difficulties of some of 
these deposit-taking companies were closely related to the 
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depressed state of the property market in Hong Kong, the lack 
of bank backing for some small DTCs and the outflow of 
short-term deposits from DTCs to banks (dictated by Hong Kong 
Government policy limiting DTCs to large longer-term 
deposits). These conditions are unlikely to change in the 
coming year and 1984 will be a year of continuing difficulty 
for the smaller DTC's. 


Some of the larger banking institutions also faced difficulties 
in 1983. Of particular significance was the takeover of the 
Hang Lung Bank by the Hong Kong Government. A special law, 

the Hang Lung Bank (Acquisition) Ordinance was urgently passed 
on September 27, 1983 to enable the Hong Kong Government to 
acquire the Bank, which, after a aye of mounting problems, 
found itself unable to meet its obligations. The government's 
stated purpose of the takeover was to avoid the possibility of 
an unstable situation developing in the banking sector and to 
protect depositors from any losses. 


The financial sector experienced other considerable shocks in 
the first three quarters of 1983 as well. A number of 
companies went bankrupt and many others were in weak financial 
situations particularly because of the weak property market. 
The failure of the Carrian Group was the largest bankruptcy in 
the history of the territory and resulted in the arrest of the 
company's chairman for fraud. Responding, in part, to 
revelations of massive fraud at Carrian, the HKG announced that 
it would introduce tighter disclosure rules for publicly-owned 
companies over the next 3 years. 


LOANS AND ADVANCES: The demand for loans was weak in 1983 in 
comparison with recent years. Total loans and advances 
extended by banks and deposit-taking companies increased by 18 
percent in 1983 compared with 29 percent in 1982. Foreign 
currency loans, which accounted for half of the total, 
increased by 30 percent during 1983. 


EXCHANGE RATES: The exchange value of the Hong Kong dollar was 
relatively stable during the first quarter of 1983. However, 
it was under considerable downward pressure in the second and 
third quarters. A general lack of confidence, arising from 
concern over the future of Hong Kong, was the major reason for 
this weakness. Wide fluctuations in the exchange rates between 
the major world currencies, a very strong U.S. dollar and 
speculative activities also contributed significantly to the 
volatility of the foreign exchange market. 


The ee exchange rate index (December 18, 1971=100) 


fell sharply from 78.4 at the end of March to a low of 70.3 on 
June 8, 1983, with the exchange rate against the U.S. dollar 
touching HK$7.70 per U.S. dollar on the same day. There was 
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then a change in sentiment and the exchange rate recovered to 
about HK$7.20 to the U.S. dollar and to about 74 on a 
trade-weighted basis. 


The Hong Kong dollar came under pressure again in August and 
September, 1983 until depreciation was simply feeding on 
expectations of further depreciation. The exchange rate 
vis-a-vis the U.S. dollar fell some 15 percent on September 23 
and 24, amid sharply increased anxiety, to stand at HK$9.60 to 
the U.S. dollar, with the trade-weighted index at a low of 
57.2. Such a sharp depreciation was far greater than could be 
explained in terms of Hong Kong's current or prospective 
economic developments. Interest rates offered by banks were 
raised on a number of occasions to give support to the Hong 
Kong dollar, but had only a limited stabilizing effect. 


Finally, the Hong Kong Government announced that it would take 
affirmative steps to support the Hong Kong dollar. Those 
measures, designed to stabilize the exchange value of the local 
currency, were unveiled on October 15, 1983. They involved 
linking the Hong Kong dollar to the U.S. dollar at the rate of 
US$1=HK$7.80 and abolishing the 10 percent withholding tax on 
Hong Kong dollar deposits. After some initial confusion, the 
Hong Kong dollar stabilized at around US$1=HK$7.80 where it 
remained for the rest of 1983. 


Thus, at the end of 1983, the Hong Kong dollar was being traded 
at HK$7.79 to the U.S. dollar. This represented a depreciation 
of 16.3 percent compared with the exchange rate of HK$6.52 to 
the U.S. dollar at the end of 1982. On implementation of the 
currency stabilization measures, the trade-weighted exchange 
rate index recovered to about 67.5 and fluctuated between 67.5 
and 68.7 during the rest of the year. These movements largely 
reflected shifts in the value of U.S. dollar against other 
foreign currencies included in calculating the index. The 
trade-weighted exchange rate index closed at 68.3 at the end of 
1983, representing a depreciation of 14.1 percent during the 
year. 


INTEREST RATES: Interest rates offered by banks in Hong Kong 
remained stable during the first quarter of 1983, but were 
highly volatile for the rest of the year. Hong Kong's prime 
lending rate stood at 10.5 percent between December 30, 1982 
and April 19, 1983. It then moved up and down in a range of 
11.5 to 13.5 percent, in response to fluctuations of Hong Kong 
dollar. 


As the Hong Kong dollar came under pressure in September, 1983, 
the prime lending rate was raised to 13 percent on September 9 
and then to 16 percent on September 27, 1983. 





Interest rates moved downward. At the end of 1983, the Hong 
Kong prime rate stood at 13.5 percent. The rate continued to 
fall early in 1984, and reached a low of 8.5 percent on March 
12, 1984, before beginning to rise again. 


During the period of substantial currency flows, other interest 
rates moved even more sharply than prime. Overnight Hong Kong 
dollar interbank rates rose as high as 41 percent on October 
19, 1983, and fell as low as 0.5 percent in early 1984. With 
the linkage of the Hong Kong dollar to the U.S. dollar, 
interest rates in Hong Kong should closely follow the trend of 
U.S. rates, particularly over the long term. In the short 
term, however, interest rates will be determined to a 
significant degree by short term money flows into and out of 
Hong Kong, and will continue to be volatile. 


THE STOCK MARKET: Share prices on the Hong Kong stock market 
were volatile during 1983 and trading activity was generally 
thin. In the first four months of 1983, share prices reversed 
the downtrend of the last quarter of 1982 to rise markedly, 
aided by expectations of more favorable economic factors. The 
Hang Seng Index rose from about 760 points at the beginning of 
1983 to 1,067 points on April 14. Overseas institutional 
buying and encouragement from Wall Street's exceptional 
performance contributed to the rally. 


However, the Hong Kong stock market eased in May and June, 1983 
in tandem with the depreciation of the Hong Kong dollar and 
upward adjustments in Hong Kong interest rates. Then, with the 
recovery of the Hong Kong dollar and downward movements of Hong 
Kong interest rates in July, 1983, Hong Kong share prices 
rebounded sharply. The Hang Seng Index rose to 1,103 points on 
July 21 - the highest level for 1983. 


Share prices then began to drift downward again in September, 
1983, and the Hang a — 74 points to 842 points 
i 


on September 19 - the biggest single day fall of the year. It 
fell further to touch the 690-level on October 4 - the lowest 
level for 1983. 


Although the exchange value of the Hong Kong dollar stabilized 
from mid-October, 1983 and the Hong Kong economy showed clear 
signs of a robust recovery, problems such as the depressed 
state of the Hong Kong property market coupled with the 
financial problems experienced by some property-related 
companies and continued concern over the future of Hong Kong 
hindered the recovery of the stock market. The Hang Seng Index 
moved in the region of 690-900 points in the last quarter of 
1983 and stood at 875 points at the end of the year - a 12 





=] 9+ 


ee increase over the year. Turnover on the 4 exchanges in 
983 was US$5,110 million - 19.6 percent less than that in 1982. 


THE PROPERTY MARKET 


The Hong Kong property market remained lackluster during 1983. 
Uncertainty about the political and economic future of Hong 
Kong at a time when supply was at a cyclical peak continued to 
adversely affect the property market, and many property 
developers adjusted by rescheduling, revising or cancelling 
their building programs. The softening in property prices and 
rental rates seen in the first half of 1983 persisted through 
the second half of the year. However, there were some signs of 
a bottoming-out for certain classes of property (industrial and 


low-cost residences) in particular areas towards the end of the 
year. 


The supply of new private residential property increased by 40 
percent during 1983 to 1,103,000 square meters of usable floor 
area completed and by 21 percent to 25,100 in terms of the 
number of units completed. Sales of small domestic units in 
convenient locations held up well throughout 1983 while the 
market for larger units remained depressed. The mortgage rate 


fluctuated in the range of 12-17.5 percent in 1983, closing the 
year at 15 percent. 


During the year, the supply of new private commercial property 
increased by 30 percent to 1,131,000 square meters of usable 
floor area completed. The take-up of shops increased in 1983, 
indicating that businessmen were taking advantage of the 
decline in property prices and rental costs during the year to 
fulfil their requirements. There are also signs that consumer 
demand picked up in the second half of 1983. However, as the 
take-up for the year as a whole was only slightly more than the 
net increase in stock, the vacancy rate remained at a 
comparatively high level at the end of 1983. 


In contrast, the supply of new private industrial property 
decreased by 47 percent to 727,000 square metres of usable 
floor area completed. 


OUTLOOK FOR THE STOCK AND PROPERTY MARKETS: The Hong Kong stock 
market is heavily influenced by property market trends, as many 
publicly listed companies have large es holdings. It is 
estimated that property accounts for 30-40 percent of the total 
book value of the companies that make up the Hang Seng Index. 
The Hong Kong property market showed virtually no signs of 
revival in 1983, with rents for both residential and office 
space remaining at levels 40-60 percent below those two years 
ago. The over-supply situation in the Hong Kong property 
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market--and particularly for commercial and high-end 
residential property-- is likely to continue for the remainder 
of 1984 and well into the year after. 


The Hong Kong stock market in 1984 will still be very much 
affected by continued anxiety over the outcome of the 
Sino-British talks on Hong Kong's future. Stock market 
activities in Hong Kong are likely to be marked by continued 
volatility, without major breakthroughs until the political and 
economic future of the territory is more clearly known. 


THE PUBLIC SECTOR 


The Hong Kong Government has adopted a conservative fiscal 
policy in order to bring the growth of the public sector in 
line with the growth of the Hong Kong economy. Determination 
of the public sector's share of Hong Kong's gross domestic 
product (GDP), has been complicated this year by amendments 
made to the government's method of calculating the GDP 
estimates. Using the old estimates, the public sector 
accounted for about 22 percent of GDP in 1983. According to 
the new estimates, the public sector had a 19.4 percent share 
of Hong Kong's GDP during the same year. The public sector's 
share of Hong Kong's GDP for 1984 is forecast to be 18.3 
percent. This declining share is a result of Hong Kong 
Government efforts to keep public sector expenditure under 
tight control, while still proceeding steadily with major 
programs. 


Expenditure on building and construction (including civil 
engineering) increased by 4 percent in real terms in 1983. In 
consequence, the share of building and construction output 
taken up by the public sector increased to 49 percent in 1983 
compared with 44 percent in 1982. 


For 1984, public sector (including Mass Transit Railway 
Corporation) expenditure on building and construction is 
forecast to increase by 9 percent in real terms. This increase 
is largely attributable to the construction of the Island Line 
of the Mass Transit Railway and to the continuation of the 
public housing ——. Though the forecast growth rate of 9 


percent for 1984 is higher than the estimated 4.4 percent in 
1983, it represents a substantial slow-down, when compared to 
1982's increase of 26 percent over 1981. Nevertheless, with 
continuing stagnation of the private property sector, the 
public sector's share of the output of the building and and 
construction sector is forecast to increase further from 49 
percent in 1983 to 51 percent in 1984. 





THE FY 84-85 BUDGET 


The budget announced on February 29, 1984 will be Hong Kong's 
third consecutive deficit budget. The revenue estimates for FY 
84-85 anticipate total collections of US$4,324 million -- a 
depressingly low, albeit realistic forecast that reflects the 
lagged effects of the recent recession. At the same time, 


estimated total expenditure for FY 84-85 will be US$4,786 
million. 


Thus the Hong Kong Government is confronted by a deficit of 
US$462 million for FY 84-85. To finance the deficit, the 
government announced its intention to : A) increase recurrent 
revenue, largely through earnings and profits taxes, by US$192 
million. B) Float a US$128 million government bond issue, and 
C) draw US$141 million from free fiscal reserves. 


Specific tax increases include: 


--Salaries tax raised from 15 to 17 percent; 

--Profits tax raised from 16.5 to 18.5 percent; 

--New cross-harbor tunnel tax of HK$5 per crossing by private 
car; 

--Standard ——s duty raised from 8.5 to 9 percent and exotic 
betting duty from 13.5 to 15 percent; 

--Switch to a uniform ad valorem duty of 20 percent on imported 
expensive wines and spirits; 

--Higher property taxes; 

--Higher fees for deposit-taking companies. 


The Hong Kong Government's stated policy is to get budget 
deficits below 1 percent of Hong Kong's GDP. For this reason, 
great emphasis is put on the need to maintain tight control 
over public sector expenditure. 


IMPLICATIONS FOR THE UNITED STATES 


Hong Kong offers many opportunities for U.S. exporters. 
Although Hong Kong's image abroad is often that of a small 
marketplace, it ranks among the top 25 U.S. export markets, and 
it is also the 19th largest offshore market for American farm 
products. Hong Kong enjoys one of the fastest growing 
economies in East Asia and the world. The outlook is for 
continued expansion. To maintain its rapid growth, Hong Kong 
is moving from dependence on exports of textiles, garments, and 
low-priced consumer goods towards more sophisticated 
manufactured products in an effort to diversify the economy and 
establish a reputation for high quality production. U.S. 
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firms can benefit from Hong Kong's industrial diversification 
efforts by aggressively pursuing the markets generated by Hong 
Kong's new needs. 


The potential for sales by U.S. firms already exists. Hong 
Kong's consumers are increasingly affluent. Per capita GDP has 
risen sharply in the last decade to US$4,158 in 1983. In 
addition to servicing Hong Kong itself, U.S. firms should also 
explore Hong Kong's growing role as an entrepot for trade with 
China and the region. 


While opportunities abound, Hong Kong's open market is very 
competitive. The Hong Kong Government remains generally 
committed to free trade. There are virtually no import or 
export restrictions. Tariffs are levied on only three items: 
tobacco products, wines and liquors, and hydrocarbon oils. (In 
addition, heavy first registration taxes on motor vehicles 
discourage their ownership.) U.S. firms will face tough 
competition from Japan and China, Hong Kong's two major import 
suppliers. Because the Hong Kong market is so open, U.S. 
companies must offer not only competitive prices, but also 
reliable supply with assured delivery times and after-sales 
service. Local customers often seek assurances that new U.S. 
firms will remain committed to the Hong Kong market and serve 
as reliable supply sources regardless of economic swings in the 
U.S. economy. 


BEST PROSPECTS 


U.S. suppliers will find that export prospects are particularly 
good for electronic components, electronic industry production 
and testing equipment, textile fabrics, consumer products, 
sophisticated business equipment, computers and peripheral 
equipment, packaging equipment, commercial and home security 
equipment, material handling equipment, industrial safety 
equipment, grocery items, processed foods, and fresh fruits and 


vegetables. Areas with excellent prospects are highlighted 
below: 


Seagate: * electronics industry is one of Hong me My most 
e 


rapidly growing and quickly changing industries. 
industry's close connections with the American electronics 
industry and current emphasis on sophisticated production 
highly favor American technology. This creates excellent 
opportunities for U.S. suppliers of electronic industry 
production and testing equipment. 


Quality U.S. cotton textile and synthetic blend fabrics, 
especially polyesters, should be competitive. Locally, American 





~33- 


fabric producers are considered to be among the world's most 
advanced manufacturers of fabrics, capable of producing high 
quality goods at competitive prices. U.S. fabric suppliers, 
however, account for a mere two per cent share of the Hong Kong 
market. Local textile and garment manufacturers are now 
actively encouraging American fabric makers to aggressively 
pursue the Hong Kong market. American firms must, however, 
show a flexible approach to this important market. 


Hong st is one of the fastest growing markets in the world 
for American foods and farm commodities. Between 1976 and 
1983, the value of U.S. agricultural exports to Hong Kong 
nearly doubled from U.S.$206 million to U.S.$357 million. Best 
prospects include oranges, fresh grapes, ginseng, poultry meat, 
wheat, prepared animal feed, shell eggs, tobacco, candies, 
lettuce, and beef. 


American suppliers should profit from the growing demand for 
sports equipment, household labor-saving devices, convenience 
items, small appliances, linens, towels, and cotton bedsheets. 
The expanding Hong Kong market for apparel, particularly 
children's wear, casual, leisure and sports wear, also present 
sales opportunities. 


The large number of multi-national firms established here, as 
well as more modern local firms create a strong demand for 


business and office equipment, and computers and peripheral 
equipment American suppliers are also competitive in the 
rapidly growing market for mini-computers and software. tlhe 
most favorable prospects are for equipment which saves office 
space either by reducing filing or labor force requipments and 
for equipment which can rapidly transmit or process 
information. Hong Kong-based companies are increasingly 
sophisticated in applications of advanced data and 
communications packages and systems, and provide a market for a 
wide variety of hardware and software on local applications. 


Other sales opportunities for alert U.S. firms also abound. 
Hong Kong's new hospitals and expanding health care facilities 
offer good opportunities for U.S. suppliers of medical and 
health care equipment. The continued growth of tourism in Hong 
Kong, Macau, and China means expanded demand for hotel and 
restaurant equipment. To promote their exports, Hong Kong 
industrialists are emphasizing the importance of more 
attractive packaging for consumers and better protected 
packaging for shipment. The market for residential and 
commercial security equipment presents good prospects for 
American suppliers. The demand for commercial security 
equipment has picked up recently because of the insistance by 
Hong Kong's insurance firms that retail outlets handling high 
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value merchandise have suitable and adequate security systems 
installed in order to qualify for insurance. The new 
electronics industry also has a large demand for security 
equipment. 


Other markets which may develop into trade opportunities for 
American firms in the next several years include industrial 
safety equipment, pollution control equipment, energy 
conservation equipment and energy efficient machinery. The 
development of these markets will depend on the Hong Kong 
Government's enforcement legislation in these areas, as well as 
movements in world energy prices. 


There is increasing concern in Hong Kong with the issues of 
pollution control and prec af conservation. Although the market 
for these products is still small, demand is expected to grow. 
American firms entering the market early may gain an 
advantageous position by being among the first to demonstrate 
the effectiveness of their products locally. 


There are strong indications that Hong Kong will provide a 
major centre for service industries in support of the offshore 
oil exploration and development efforts in the South China 
Sea. This sector is expected to provide a major share of 
service sector growth in Hong Kong through the 1980s and 90s. 


For additional information on best prospects for U.S. exports 
to Hong Kong, the Department of Commerce has a more detailed 
analysis available to Americay business firms. 


INVESTMENT OPPORTUNITIES 


Hong Kong welcomes foreign investment to diversify its 
industrial base and develop high technology industries. Hon 
Kong Government statistics indicate that as of the end of 1983, 
the United States is the major foreign direct investor in Hong 
Kong's manufacturing sector followed by Japan and the United 
Kingdon. 


U.S. investment can provide not only capital, but also advanced 
technology, new ideas, and sophisticated management which will 
be needed to move Hong Kong's economy to a higher, more 
sophisticated stage of development. The more promising 
investment areas are: electronics, including printed circuit 
boards, semi-conductors, computer assembly and software, 
business machines, instrument and automation industrial 
controls and advanced consumer electronics; electrical 
equipment, including motors, transformers, electrical 
accessories and electrical appliances; optics, including 
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cameras, microscopes, glasses and binoculars; 
telecommunications equipment, ranging from push button 
telephones to terminal equipment; light industrial metal 
manufacturing, processing and engineering equipment; and basic 
plastic material manufacturing equipment, including the full 
range of advanced finished products and components made of 
plastic materials. 


Potential deterrents to future decisions to invest in Hong Kong 
include such factors as over-crowding, the long-term cost of 
office and residential space (which while much reduced in 1983 
is unlikely to remain at such low levels indefinitely), and 
severely strained infrastructure facilities, particularly in 
the transport sector. On the other hand, Hong Kong offers 
substantial advantages: a well-founded framework of commercial 
law, ready availability of professional services as well as 
skilled labor, a government sympathetic to business concerns, 
excellent communications with the entire Pacific Basin, North 
America and Europe, and ready access to a broad spectrum of 
financial and related services. 


CHINA DIMENSION 


The fundamental questions regarding Hong Kong - China relations 
and the future of Hong Kong which arise because the New 
Territories lease expires in 1997 - are still unresolved. this 
has not, however, had an adverse effect on American business. 
U.S. firms can take advantage of Hong Kong's economic relations 
with China, which continue to develop rapidly. Hong Kong's 
transportation and communication links to China have mushroomed 
in the last several years. Regular direct-train, bus, truck, 
car, ferry, hovercraft and plane service now link the two. 
Telex and telephone links are expanding quickly. Hong Kong 
sells some electricity to Guangdong Province, and uses coal 
from China to fire local generating plants. A joint nuclear 
power station has been announced. Two-way trade between Hong 
Kong and China has expanded dramatically and reached US$8.42 
billion in 1983, representing a 36.9 percent increase (in 
H.K.dollar terms) over 1982. In addition, compensation trade 
agreements, joint ventures and wholly owned investments, 
particularly in the Special Economic Zone near Hong Kong, are 
increasing. 


Because of its close proximity to China, Hong Kong plays an 
important role as an entrepot for trade between China and the 
United States. Re-exports of American goods to China oe 
Hong Kong increased by 42.6 percent (in H.K. dollar terms) in 
198%, reaching US$202.5 million, while, at the same time, 
Chinese products re-exported via Hong Kong to the United States 
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reached US$757.5 million, up 54.2 percent. It is this 
unparalleled access to China which allows Hong Kong to function 
as an excellent base for U.S. firms interested in exploring the 
China market. Local staff fluent in English, Mandarin Chinese 
and Cantonese are readily available. Consulting firms offer a 
wide range of necessary services, including legal advice, 
travel arrangements, translation, packaging, shipping, and 
market surveys. The active American Chamber of Commerce in 
Hong Kong arranges numerous programs, including speakers, 
trips, and mmetings of special interest committees, to assist 
in learning about and penetrating the China market. Thus, 
despite the recent opening of China to foreign residents, many 
China traders continue to find Hong Kong a highly desirable 
base from which to pursue commerce with China. 





You might be, if you don’t have current, up-to-date in- 
formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 
YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 
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investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 
@ natural resources selected U.S. products 
®@ population ®@ finances and the 


economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 


Implications for the United States 
focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 


ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is $______ 0) check, dacs 
CO money order, or charge to my Total charges $______ Fill in the boxes below. 


Deposit Account No. Credit 
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Expiration Date 
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Enter my subscription to: (] Overseas Business Reportsat $29 per year ($36.25 overseas) For Office Use Only 
00 Foreign Economic Trends at $66 ($82.50 overseas) ___ Quantity Charges 


Order No. 


Company Name Enclosed 


To be mailed 
individual's Name—First. Last Subscriptions 
Postage 


Street address Foreign handling 


City State ZIP Code 


A Lod ok ais 


(or Country) 


Lids hbiael 
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